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Report to the Shareholders 


We are pleased to report that 1976, our 25th Anniversary 
in Canada, proved to be a record breaking year for your 
Company. New highs were recorded in gross premiums 
processed, total revenue generated, investment income 
produced, and, most importantly, in net earnings. 

The net earnings for the year 1976 were $839,587 or 
$1.24 per share as compared to $347,745 or 51.4 cents per 
share for 1975. The earnings per share for 1976 were 
calculated on a daily weighted average basis using 
675,672 shares due to the purchase and cancellation of the 
Company’s stock on December 29, 1976. The earnings per 
share in 1975 were based on 676,000 shares outstanding. 

Total revenue increased 27.4% in 1976 to $10,986,201 
from $8,623,439 in 1975. Gross premium volume in- 
creased 35.6% during the year to $24,050,430 from 
$17,735,461, which resulted in the increase in premiums 
earned. Investment income increased in 1976 to $986,035 
including the loss on sale of investments of $57,725, from 
$678,627 in 1975 which included a profit on sale of 
investments of $23,371. Loss frequency and severity 
declined in 1976 from prior periods further reducing loss 
ratios which combined with the developments in other 
commercial insurance areas increased overall net earnings. 

While the insurance industry as a whole will reflect 
substantial improvement in its results for 1976 compared 
to 1975, our past predictions as to capacity problems in 
the industry have proven true, and still remain, creating a 
most healthy atmosphere and opportunities for a specialty 
commercial insurance operation. It is obvious from our 
year’s results, that the time, effort, and capital your 
management expended over the past years to build a 
professional staff, and develop diversified insurance 
programs for our agents and insureds were well justified. 

We are particularly pleased with the improvement in 
the product spread of our book of business. When we first 


went public in the latter part of 1972, we were primarily 
writing liability and physical damage coverages on com- 
mercial automobiles. At December 1976, in spite of an 
84.7% increase over 1972 in premium volume developed 
from this class, it now consists of only 76.4% of our total 
premiums. We are thus cushioning ourselves against the 
volatility and vulnerability of being a one product line 
company. Our efforts in 1977 will be devoted to further 
reduce this percentage, although we are anticipating addi- 
tional growth in commercial automobile. 

During the year, your Company purchased 60,000 
shares of its stock at a cost well above the market price at 
the time of offer. Concurrently, Markel Service, Inc. of 
Virginia, our principal shareholder, purchased an additional 
40,000 shares at the same price. The cancellation of the 
60,000 shares has served to increase the net worth per 
share of the outstanding shares and will have a salutary 
effect on the earnings per share in the future. Such an 
indication of confidence in the Company has stabilized the 
price of our stock in the marketplace and should enable it 
to reach a level more commensurate with our earnings, net 
worth and potential. 

We are projecting substantial increases for 1977, in 
spite of the damage done to the economic atmosphere of 
the country, as a result of the recent election in Quebec, and 
statements made by the newly elected premier. Although 
the threat of nationalization of insurance in Quebec is 
present, we are led to believe that such action, if it comes, 
will not occur in the immediate future and may not involve 
all coverage. Hopefully, the administration of that province 
will profit from the experience of the provinces that have 
nationalized insurance, and will realize that such action 
does not guarantee cheaper insurance for its citizens, but, 
conversely, by stifling the individual's flexibility and choice 
of markets, can result in the opposite effect. Fortunately, 


our constantly improving diversification of product lines 
and geographic spread of business will, we are convinced, 
greatly minimize the effect of such action on our opera- 
tions, should it eventually occur. 

We regret to report the recent death of Mr. George 
F. Ball who established the Markel organization in Canada 
in 1951 and served as its president until his retirement in 
1971. His contributions to the Company will long be 
remembered. 

Your Board of Directors, on March 16, 1977, increased 
the quarterly dividend to 5.8 cents per share payable on 
April 15, 1977 to shareholders of record at the close of 
business March 31, 1977. The increase is the maximum 
allowable under the Anti-Inflation Board guidelines. 

We foresee continued growth in 1977, and a further 
enhancement of our reputation in the insurance industry 
as the outstanding specialty commercial insurance market 
in Canada. 


Our sincere thanks to our employees and the inde- 
pendent insurance agents who produce our business. It 
was through their dedicated efforts that we were able to 
accomplish the results achieved in 1976. 


GW Woh 


Milton L. Markel 
President 
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Graham E. Goodchild 
Executive Vice-President 
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Financial summary (‘000) 


For the years ended December 31 


Total Premium Volume 
Investment income 


Net earnings before extraordinary items 


Cash and short-term deposits 

Investments 

Total cash, short-term deposits and investments 
Total Assets 

Shareholders’ Equity 

Shares Outstanding 


PER SHARE 


Net earnings (1) 
Dividends 
Shareholders’ Equity 


1976 1975 1974 1973 Ses 
$ $ $ $ $ 
24,050 TIES 137991 iy 72518) 8,994 

986 679 551 383 139 
840 348 Whe 514 385 
8,282 4,024 2,334 7s 1,496 
6,673 5,700 4,997 3,805 2,900 
14,955 9,724 SMM 5,586 4,396 
21,777 15323 12,242 10,565 6,796 
5,715 5,294 D055 5,200 4,992 
616 676 676 676 676 

$ $ $ $ $ 
1.24 0.51 0.26 0.76 0.91 
0.20 0.20 0.20 0.20 0.05 
9.28 7.83 7.48 7.69 T2308 


(1) Earnings per share are based on a daily weighted average of shares outstanding, 425,000 in 1972 and 675,672 in 1976. 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Operating Review 


The financial summary highlights the major areas that have 
contributed to the Company's development since going 
public in 1972. Total premium volume and net earnings 
have more than doubled during the 5 years from 1972 in 
spite of record inflation which severely effected under- 
writing results. During this period we were able to develop 
a sound financial base providing the necessary support to 
expand the organization. During the five year period the 
total cash, short term deposits and investments increased 
to $15 million from $4.4 million. This increase is a result of 
the continuing growth of our commercial automobile 
business combined with our development in other com- 
mercial insurance areas. Shareholders’ Equity at the end 
of 1976 is $9.28 per share based on 616,000 shares out- 
standing at that date. 


CANADIAN INSURANCE AGENCY 
UNDERWRITERS LIMITED 


During the year we changed the name of M S Insurance 
Agency Limited to the above, to coincide with our ob- 
jectives for the Company. We opened an office in 
Sudbury to develop commercial property in consort with 
our other operations because of a market shortage. While 
we were able to develop a modest premium volume in the 
classes we required, it was felt that over the long term 
we could not produce sufficient premiums in these classes 
to warrant a separate office. As such, it was decided to 
close the office and the business produced is now being 
handled through Markel Service Canada’s facilities. 


VIARKEL INSURANCE COMPANY OF CANADA 


The insurance company is the underwriting mechanism 
for the group and shares in a portion of all risks written by 
Markel Service. By using various reinsurance programs we 
have been able to develop specialty insurance coverages 
which would otherwise have been unavailable to the 
group. Through this vehicle we have been able to provide 
a natural conduit for several major reinsurers into markets 
that they wish to develop. Supported by their knowledge 
we have added several specialty classes of commercial 
insurance to our product diversification. 

The investments are the major developing assets of the 


insurance company and during the year we absorbed a 
modest loss on the disposal of investments while realign- 
ing the portfolio. During the year, several additions and 
changes were made in the Bond portfolio within a seven 
year maturity, on a discount basis where practical, to 
provide an overall portfolio flexibility. Common stocks 
were added on a selective basis to provide moderate 
additional capital appreciation. On a cost basis the common 
stocks represent 15% of the long term investment port- 
folio or 5% of the insurance company’s total assets. Under 
the Canadian and British Insurance Act we are permitted 
25% of the Company’s assets in common stock. How- 
ever, a more conservative position is being maintained at 
this stage of our development and in keeping with current 
stock market conditions. 

The following is a summary of the Statutory Balance 
Sheet of Markel Insurance Company of Canada as 
submitted to the Federal Superintendent of Insurance for 
December 31, 1976. 


Assets 
Cash, bonds, stocks and short term 


deposits at authorized values $11,056,716 
Accounts receivable and other assets 7,026,881 
Deposits of reinsurers (part in the 
form of letters of credit) 2,800,624 
$20,884,221 
Liabilities ——. ———a 
Unearned premiums and provision for 
unpaid claims and outstanding losses 9,158,204 
Deposits of reinsurers 2,800,624 
Accounts payable and other liabilities 4,715,543 
16,674,371 
Capital Stock and Surplus 4,209,850 
$20,884,221 


MARKEL SERVICE CANADA LIMITED 

As the group management company, Markel Service is 
responsible for the operations and development of the 
associated companies. One of our major objectives is the 


continuing development of a qualified staff, providing the 
necessary expertise to produce a profitable and diversified 
book of business. 

Our Loss Prevention Department continues to provide 
the vital input necessary to maintain our risk selection on 
commercial automobile and cargo business and is also 
becoming involved in other lines of business we are writing. 
During 1976 we increased our contacts at our insureds 
terminals with the accent on driver hiring and control. 
As an extension to this service, we provided our insureds 
with 18,373 highway observation reports in Canada to- 
gether with an additional 2,625 in the United States 
through Markel Service, Inc. This provides additional 
driver control for our insureds. During 1977 we will con- 
tinue to maintain close contacts at the terminal level in line 
with our basic philosophy that sound loss prevention pro- 
vides substantial loss and premium control. 

We continued to expand our product lines with the 
addition of Mr. N. Mackenzie, A.1.1.C. as Casualty Manager. 
He has had considerable underwriting and managerial ex- 


perience with a large Canadian insurance company. 
Mr. Mackenzie will be responsible for the development of 
Umbrella and Excess Liability which will also serve to 
augment our commercial automobile business. Mr. T. 
Condon, A.|.1.C. also joined our firm as Superintendent, 
Commercial Automobile to provide additional admini- 
strative strength in this department. We expect that both 
individuals will provide additional depth in developing the 
organization. 

Our continued growth puts us in a position to develop 
as one of the major commercial specialty insurance com- 
panies in the country. While our personnel had increased 
to 73 at year end, we were able to reduce the ratio of our 
expenses to earned premiums from 20.7% in 1975 to 20.2% 
in 1976. 

We feel that with the developments in the past year, 
our 25th in Canada, we are well situated to provide the 
independent insurance agents and their insureds with a 
professional service and to meet the challenges of the 
future. 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Consolidated balance sheet 
as at December 31, 1976 


ASSETS 


CASH, ACCOUNTS RECEIVABLE AND PREPAID EXPENSES 
Cash and short-term investments 
Accounts receivable 
Accrued interest 
Prepaid expenses 
Prepaid premium acquisition costs 


Income taxes recoverable 


INVESTMENTS 


Bonds — at amortized cost (market value — $5,015,133; 1975 — $4,307,700) 
Preferred stocks — at market (cost — $816,734; 1975 — $872,322) 
Common stocks — at market (cost — $1,009,668; 1975 — $466,788) 


Investment in associated company 


OTHER ASSETS 


Receivable from trustee of employee stock purchase plan 


Equipment and automobiles — at cost, less accumulated depreciation 
(1976 — $152,842; 1975 — $139,295) 


SIGNED ON BEHALF OF THE BOARD 


HW  WeshL 


Director 


Director 


1976 


8,281,975 
5,732,489 
144,566 
32,540 
580,679 
432 


14,772,681 


5,051,326 
768,325 
812,209 

41,152 


6,673,012 


163,614 


167,713 


331,327 


21,777,020 


SNAe 


4,023,845 
4,625,816 
145,738 
35,594 
413,712 
27,244 


9,271,949 


4,622,383 
730,688 
316,031 

31,057, 


57 00F 59 


185,755 


162,650 


348,405 


1532051 


LIABILITIES 


ACCOUNTS PAYABLE 
Accounts payable and accrued liabilities 
Payable to reinsurers 
Premium deposits 
Provision for claims 
Income taxes payable 


Dividend payable 


UNEARNED PREMIUMS 
DEFERRED INCOME TAXES 


SHAREHOLDERS’ EQUITY 


CAPITAL STOCK (note 2) 


Issued and fully paid — 
616,000 shares (1975 — 676,000) 


RETAINED EARNINGS 


UNREALIZED LOSS ON STOCKS 


1976 


821,595 
4,367,975 
634,872 
7,425,834 
280,774 
33,800 


13,564,850 


2,290,274 
206,646 


16,061,770 


3,832,700 


2,128,418 


5,961,118 
245,868 


5,715,250 
21,777,020 


1975 


311,625 
1,976,579 
692,199 
5,109,966 
106,529 
33,800 
"8,230,698 
1,740,795 
54,680 


10,026,173 


4,162,700 


1,424,031 


5,586,731 
2IZ sod 


5,294,340 
15,320,513 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Consolidated statement of earnings 


For the year ended December 31, 1976 


OPERATING INCOME 
Premiums earned 


Other income 


INVESTMENT INCOME 
Interest and dividends 
Associated company 


Realized gains (losses) on disposal of investments 


EXPENSES 
Losses on claims incurred 
Operating expenses 
Agents’ commissions 


Reinsurance commissions 


EARNINGS BEFORE INCOME TAXES 
PROVISION FOR INCOME TAXES 
NET EARNINGS FOR THE YEAR 


EARNINGS PER SHARE (note 3) 


Consolidated statement of retained earnings 


For the year ended December 31, 1976 


RETAINED EARNINGS — BEGINNING OF YEAR 


Net earnings for the year 


Dividends 
RETAINED EARNINGS — END OF YEAR 


1976 


9,913,014 
87,152 


10,000,166 


1,033,665 
10,095 
(57,725) 
986,035 
10,986,201 


7,717,563 
2,010,861 
2,760,878 


(3,023,792) 
9,465,510 


1,520,691 
681,104 
839,587 


$1.24 


1976 
$ 


1,424,031 
839,587 
2,263,618 
135,200 
2,128,418 


1975 


PT OSiaaee 
107,590 


7,944,812 


636,929 
1s) P27 
23) 


678,627 
8,623,439 


6,346,595 
1,624,049 
1,827,403 


(1,774,499) 
8,023,548 


5997391 
252,146 


347,745 


$0.51 


SHAS 


$ 


1,211,486 
347,745 


1p059231 


135,200 


1,424,031 


Consolidated statement of changes in financial position 


For the year ended December 31, 1976 


BALANCE — END OF YEAR 


1976 1975 
SOURCE OF FUNDS $ $ 
Operations — 
Net earnings for the year 839,587 347,745 
Depreciation 55,041 53,181 
Deferred income taxes 151,966 (8,580) 
1,046,594 392,346 
Proceeds from disposal of fixed assets 34,093 25,941 
Repayment of receivable from trustee of employee stock purchase plan 22,141 1957195 
Increase in unearned premiums 549,479 S27 INS 
1,652,307 1,364,998 
USE OF FUNDS 
Purchase of company shares (note 2) 330,000 — 
Purchase of fixed assets 94,197 125;260 
Dividends 135,200 135,200 
Increase in cash, accounts receivable and prepaid expenses over 
accounts payable 166,530 409,337 
725,977 —-669,802 
FUNDS GENERATED FOR LONG-TERM INVESTMENTS 926,330 696496 
LONG-TERM INVESTMENTS — BEGINNING OF YEAR 5,700,159 4,977,856 
6,626,489 5,673,002 
DECREASE IN UNREALIZED LOSS ON STOCKS 46,523 PLANO) 
LONG-TERM INVESTMENTS — END OF YEAR 6,673,012 5,700; 1/59 
Consolidated statement of unrealized loss on stocks 
For the year ended December 31, 1976 
1976 = ARSWAS 
$ $ 
BALANCE — BEGINNING OF YEAR 292,391 319,498 
Unrealized gain during year 46,523 27-107 
245,868 Poke 2 ERS 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Notes to consolidated financial statements 


For the year ended December 31, 1976 


1. Summary of Accounting Policies 


The accounting policies followed by the company are set out for 
significant items as follows: 


Principles of consolidation 


The consolidated financial statements include the accounts of 
the subsidiaries, Markel Insurance Company of Canada and 
Markel Service Canada Limited. 


The investment in Canadian Insurance Agency Underwriters 
Limited, an effectively controlled associated company, is 
accounted for on the equity basis. 


Premiums 


Premiums are taken into income evenly throughout the term of 
the related policies. As premium deposits secure the payment of 
premiums and are refundable, they are not taken into income 
unless default in payment of premiums occurs. 


/nvestment income 


Interest is recorded as income as it accrues. The discount or 
premium on a bond or debenture is amortized on a straight- 
line basis to maturity. 


Dividends are recorded as income on the record date. 


Gains and losses realized on the disposal of investments are 
taken into income on the date of disposal. 


Investments 


Bonds are carried at amortized cost providing for the amortiza- 
tion of the discount or premium to the maturity date. 


Preferred and common stocks are carried at market value with 
the unrealized gain or loss thereon included, as a separate 
account, in shareholders’ equity. 


Premium acquisition costs 


The costs incurred in acquiring premiums are deferred and then 
amortized over the same period as the related premiums are 
taken into income. 


Claims 


Claim provisions are established by the ‘‘case basis’’ method as 
claims are reported. The provisions are subsequently adjusted 
as additional information on the estimated amount of a claim 
becomes known during the course of its settlement. A provi- 
sion is also made for claims incurred but not reported based on 
the volume of business currently in force and the historical 
experience on such late reported claims. 


2. Capital Stock 


The company obtained a certificate of continuance, dated 
November 23, 1976, under the Canada Business Corporations Act 
in which its authorized capital was changed from 1,000,000 


common shares without nominal or par value to an unlimited 
number of shares without nominal or par value. 


Pursuant to a joint offer made by the company and a shareholder, 
the company purchased and cancelled 60,000 common shares of 
its issued stock on December 29, 1976 for a cash consideration 
of $330,000. 


100,000 of the issued common shares of the company are subject 
to an escrow agreement which requires the consent of certain 
Securities Commissions prior to their release from escrow. 


3. Earnings Per Share 


Earnings per share have been calculated on a weighted daily 
average basis. 


4. Anti-Inflation Act 


The company is constrained under the Anti-Inflation Act with 
regard to the payment of dividends, and one of its subsidiaries, 
Markel Insurance Company of Canada, is constrained under the 
Act with regard to prices, profits and compensation. 


5. Comparative Figures 


Certain 1975 figures on the statement of earnings have been re- 
classified for comparative purposes. 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet of Markel 
Financial Holdings Limited as at December 31, 1976 and the 
consolidated statements of earnings, retained earnings, unrealized 
loss on stocks and changes in financial position for the year then 
ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circum- 
stances. 


In our opinion, these consolidated financial statements present 
fairly the financial position of the company as at December 31, 
1976 and the results of its operations and the changes in its 
financial position for the year then ended in accordance with 
generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


COOPERS & LYBRAND 
Chartered Accountants 


Toronto, Canada 
February 25, 1977 
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